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Existing study methods on institutional investors' influence on corporate 
financing usually use financing events such as secondary offering, allotment and 
bonds issuing as their research objects. However, this paper argues these methods do 
not consider the market financing constraints and they can not fully measure the 
defects of China’s corporate debt financings. In order to avoid such shortcomings, the 
paper derivates debt-equity financing multi-model from static trade-off theory to 
study institutional investors’ influence on corporate financing. 
This paper empirically studies the influence of institutional investors on listed 
companies’ debt and equity financing amount within a fiscal year, using data of the 
982 listed companies in Shanghai and Shenzhen stock markets from 2003 to 2008. 
The paper finds that the institutional investors do promote equity financing, but don’t 
affect debt financing. Further, the paper finds that there is a turning point about the 
institutional investors’ effect on corporate financing: when institutional investors’ 
holdings are more than approximately 47%, they will inhibit equity financing. 
Therefore, the “irrational behavior” is just to play a better role in the future. At the 
same time, the paper studies different types of institutional investors’ influence on 
corporate finance, finding the influence of equity financing mainly comes from the 
mutual funds. 
This paper also finds "anomalies" which are different from existing literatures: 
the controlling shareholder does not have equity financing preference. The paper 
asserts the existing study methods on equity financing preference have shortcomings, 
so their result is also debatable. The paper also concludes the reason controlling 
shareholder inhibits equity financing is to consolidate its control position. 
Based on the study of external financing choices, this paper further studies the 
institutional investors’ effect on capital structure and cost of capital and finds that 
institutional investors do not affect the companies’ leverage ratio, but positively affect 
the weighted cost of capital. The results are all consistent with the conclusion about 
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